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SUMMARY OF THE BUDGET OF THE UNITED 
KINGDOM 


I. Summary STATEMENT 


The budget proposals for the year ending March 31, 1952, were 
presented by the Ohihoelor of the Exchequer on April 10, 1951. The 
estimated budgetary receipts and expenditures shown in his statement 
are summarized in table I. 


TaBie I.—Summary data 





| 
Actual | Estimated 1952 


| Under Under 
1950 1951 existing budget 
taxes proposals 


In millions of pounds 


Expenditures... ..........___.- 3, 375 3, 257 4, 197 4, 197 
. +39 


lick ip nals age aaicdi 
it ie ne 3, 924 3, 978 | 4,098 | 4,236 
Surplus (+) or deficit (—)-...--- +549 +721 | —99 | 

} 


In millions of dollars ($2.80= £1) 








nn Re gh a wa res win een 10, 987 11, 138 11, 474 11, 861 
Expenditures__............-.-. 9, 450 9, 120 11, 752 11, 752 
Surplus (+) or deficit (—)._-_-- +1, 537 +2, 019 —277 +109 


{ 


In the fiscal year 1951 which has just closed receipts were somewhat 
higher and expenditures considerably lower than in 1950. As a result 
there was a surplus of £721 million in 1951 as compared with £549 
million in 1950. The 1951 receipts were actually £80 million higher 
than the estimate submitted in April 1950. A considerable portion 
of this difference is due to unexpectedly large customs and excise 
receipts toward the close of the fiscal year, which are believed to re- 
flect buying in anticipation of tax rate increases. The 1951 expendi- 
tures were nearly £200 million less than the amount estimated last 
April, in spite of the addition of supplementary estimates of £67 
million, mainly for defense, during the course of the year. The 

rincipal explanation for the failure to spend up to the anticipated 
evel is an unexpectedly smalj outlay for the purchase of feeds and food- 
stuffs. The Economic Survey attributes the latter in part to ‘‘the 
deliberate decision to economize on dollar imports taken in concert 


1 
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with other members of the sterling Commonwealth during the dollar 
crisis of 1949. In part, it was due to growing difficulties in obtaining 
our full requirements from non-dollar sources in face of the i increasing 
pressure of world demand and the failure, through natural causes, of 
certain agricultural supplies.” ! 

The Chancelor emphasized that this and other unanticipated ex- 
penditure reductions in the fiscal year 1951 were of a nonrecurring 
character. 

Table II compares the estimated budgetary expenditures for 1952 
in certain major categories with the actual expenditures for 1950 and 
1951. 


Tasie II.—Comparison between actual expenditures in the fiscal years 1950 and 
1951 and the budget proposals for 1952 
{In millions of pounds} 

: “ | 


Exchequer issues 








Budget 
estimate 
1950 1951 1082 
GN ia LETC Saas ake es 740. 7 777. 4 1, 113.8 
Anticipated supplementary estimates for 

een OEE mryrl RCGNRO .- 5 elbow eewnsioeussuoume 160. 0 
TRG POPE, coe oo ce susdcncubowus shai 490. 9 497. 2 535. 0 
Administration of customs, excise and in- 

SRO POCO ict ep tee 4 os ee 37. 1 33. 3 37. 3 
Payments to Exchequer of Northern Ireland _ 37.0 37.7 38. 0 
BEE CORIUB Co ion cons nnnnentwcsspeaane ame 2, 069. 6 1, 911.8 2, 312.8 

Total ordinary expenditures _.__--_-- 3, 375. 3 3, 257. 3 4, 196. 9 


The budget estimate for 1952 is £940 million, or nearly 30 percent 
higher than the actual expenditures in 1951. Of this increase £496 
million is due to additional defense ‘‘votes’’ and anticipated supple- 
mental requests for defense and civil defense purposes. The Chan- 
celor reports that the inclusion of certain other related items such as 
civil defense and the costs of stockpiling strategic materials which are 
included in the “all others” category of table II, will raise the total de- 
fense and related expenditures in 1952 to £1,295 million. This is a 
net inerease of £690 million over 1951 and accounts for nearly three- 
fourths of the total increase in expenditures in 1952. The increase 
in the cost of servicing the debt is attributed to the first interest 
payments on the postwar loans from the United States and Canada. 
Most of the remaining increase is explained by the non-recurring 
character of the expenditure reductions in 1951. 

- A further substantial increase ‘in expenditures in 1952 was fore- 
stalled: by decisions not to increase the food subsidies or to raise the 
ceiling now imposéd on the expenditures of the Health Service.” It 
was the latter decision which led to the imposition of the highly 
controversial fees for denture work and adiult’s glasses. © 

Since the increase in expenditures: between 1951 and 1952: is very 
much larger than the anticipated increase in receipts under ae 





” “ Bcon nomic Survey for 1951, London, H. M. Stationery Office, Cmd. 8195, p. 30. © 
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law, the surplus of £721 million in 1951 would, in the absence of tax 
changes, give place to a deficit of £99 million in 1952. The tax pro- 
gram presented on April 10 is expected to increase the revenues by 
£138 million in the fiscal year 1952, thus producing an anticipated 
budgetary surplus of £39 million. 

All of the above figures relate to the conventional budget accounts. 
If certain nonbudgetary items, such as loans to local authorities and 
payments on war damage claims, are taken into account, the 1951 
surplus is reduced from £721 million to £247 million, and the surplus 
of £39 million for 1952 under the proposed tax changes gives way to an 
anticipated deficit of £457 million. 

The current tax program is based on a policy of maintaining 

_approximately the same degree of deflationary pressure through the 
operation of the central Government’s budget as existed in the fiscal 
year 1951. Additional deflation is regarded as unwise even though 
further price increases are regarded as inevitable ? on the theory that 
these price increases will be based primarily on the increased cost of 
imported raw materials and foods. 

The Chancelor’s explanation of why this policy requires a tax pro- 
gram designed to produce approximately £140 million of additional 
revenue in the fiscal year 1952 is couched in terms of the anticipated 
changes in the volume of savings and investment in the British 
economy. For purposes of this analysis attention was directed to the 
“alternative classification” of the budget accounts which is contained 
in the Financial Statement.’ In this fotm the budget accounts are 
said to disclose the net surplus on current operations, exclusive of 
changes in capital accounts. This current surplus declines from 
£561 million in 1951 to £86 million in 1952, a reduction of £475 mil- 
lion. This is intgrpreted as the prospective decline in savings result- 
ing from changes in the receipts and expenditures of the Central 
Government. In addition a decline of £15 million is anticipated in 
the savings of the local governments and the national insurance fund. 
To offset this anticipated decline in public saving, the Chancelor 
estimated that there would be an increase of £170 million in private 
saving and a decrease of like amount in private investment due 
entirely to a less ‘‘favorable’”’ balance of international payments. 
There would remain a balance, or an “inflationary gap,” of £150 
million. The adoption of certain proposed increases in the benefits 
payable under the national insurance fund would increase this gap by 
£20 million to £170 million. The tax program is expected to close 
the gap by increasing tax collections in the fiscal year 1952 by £138 
million and by causing private business to retain an additional £30 
million out of its current earnings. 

Of the increase in tax collections in the fiscal year 1952, £77 million 
or about 56 percent will come from the income and profits taxes and 
£61 million, or about 44 percent from changes in customs, excises, 
and the purchase or sales tax. 

In a full year’s operation the current tax changes will increase the 
revenues by £388 million, of which £313 million or about 80 percent 
will come from the income and profits taxes and £75 million or about 
20 percent from the customs, excises and purchase taxes. 


2 Economic Survey for 1951, p 
3 Financial Statement Cees “London, H. M., Stationery Office, p. 31: 
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The 1952 budget calls for an expenditure of about £84 per capita, 
or $235 at an exchange rate of $2.80 per pound. The President’s | 
budget in the United States calls for a per capita expenditure of about 
$466 in 1952. 

In the calendar year 1950 the British central government’s expendi- 
tures, exclusive of grants and loans to the localities, were about 26 
percent of gross national product. The combined expenditures of the 
central and local governments were about 35 percent of gross national 
product. In the United States in the calendar year 1950 the expendi- 
tures of the Federal Government were about 14 percent, and the 
combined expenditures of all levels of government, about 22 percent 
of gross national product. 

In the calendar year 1950 the receipts of the central government in | 
the United Kingdom were estimated to be 35 percent of national 
income as compared with 16 percent in the case of the Federal Gov- 
ernment in the United States. The corresponding percentages for 
all levels of government are about 38 percent in the United Kingdom 
and about 29 percent in the United States. 


Il. Tae Tax CHANGES 
(A) SUMMARY 


The revenue effects of the current tax changes are summarized in 
table ITT. 


TasLe III.— Additional receipts resulting from current taz changes 


[In millions of pounds) 


Fiscal year| Full year 


ne Tia 8 3 eee ) ee: 
Dees tat. ols 8i 6 eee ee ee. 
Suspension of ‘‘initial allowances’ (accelerated deprecia- 
WIAD xs on be tans 3 ie akc onic Sgn algae. ten ore Ge aie a 
Customs and excises: 
(a) Hydrocarbon oils (gasoline) 
(b) Entertainment’s duty...............-.-.--..-- 
Ce) PUnRORe COE oe cls io eats Hal eae 


Subtotal: customs and excise 


Grand total 





(B) THE INCOME TAX 


The individual income tax of the United Kingdom has two major 
parts. One imposes the so-called standard rate. This is a flat rate 
applied to the receipt of particular kinds of income, subject to certain 
“reliefs and allowances’ which exempt from tax stated amounts of 
income and provide for the application of reduced rates in certain 
other cases. The reliefs and allowances include such thi as the 
personal exemptions, dependency allowances, and an earned income 
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allowance, as well as reduced rates of tax for the first £250 of taxable 
income. The second major portion of the law is the surtax which 
applies progressive rates to the total income of the individual tax- 
payer in excess of £2,000. 

he standard rate is now raised from 9s. in the pound to 9s. 6d., or 
from 45 to 47% percent. During World War II the standard rate was 
10s, or 50 percent. 

The reduced rates on the first £250 are also being increased. The 
rate on the first £50 is raised from 2s. 6d. to 3s., or from 12% percent 
to 15 percent. The rate on the next £200 is raised from 5s. to 5s. 6d., 
or from 25 percent to 27% percent. 

On the other hand, the exemption or allowance for married persons 
is raised from £180 to £190 and the allowance for dependent children 
is increased from £60 to £70. During World War II the relief allowed 
was £140 for the married person and £50 for the"dependent child. The 
single person’s allowance remains at £110. This compares with £80 
allowed during World War II. 

The current changes also include an increase in the amount of 
income waich an individual may earn and still qualify as a dependent 
relative of the taxpayer. Under the previous law the total income of 
such a person could not exceed £120 a year and the “allowance’’ was 
reduced if his income exceeded £70 a year. The limits are now 
raised to £130 and £80, respectively. 

The only change in the surtax schedule is a reduction in the rates 
applied to incomes in excess of £20,000, which is intended to prevent 
the combined standard rate and surtax from absorbing more than 
19s. 6d. in the £, or 97% percent of the taxable income. 

The changes in the income tax law apply to the full taxable year 
1951-52 which began on April 6, 1951. Bes withholding tables are 
to go into effect in the week beginning May 25. The under- or over- 
withholding which has accumulated up to that time will be made good 
in the deduction for the week which begins May 25. 


The detailed revenue estimates on these changes in the income tax 
law follow: 





Estimated reve- | Estimated 
nue increase in full year’s 
1951-52 effect 
Increase in the standard rate and in the two | 
*FRNENURIIET SN i i wn wis + £100, 000, 000 + £114, 000, 000 
Increase in the married allowance_--------- — 15, 000, 000 | — 18, 000, 000 
Increase in the child allowance___--______-- — 12, 000, 000 | — 14, 000, 000 


Inerease in the income limits used under the 
dependent-relative allowance_--------_-- — 400, 000 
Reduction in the surtax rates chargeable on 
income in excess of £20, 







— 500, 000 
— 1, 000, 000 
£80, 500, 000 


Total net inerease__._.........-.-- £72, 600, 000 


The full year’s effect of £80.5 million represents an increase of 


about 5 percent of the receipts under the income tax in the fiscal 
year 1951. 
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Table IV shows for a single person and a married couple with no 
dependents the amounts of tax due under the rates and allowances in 
éffect in 1944, when the standard rate was at its wartime peak, under 
the law existing just prior to the proposals of April 10, 1951, and 
under these proposals. The table also shows the net decline between 


the burdens at the peak of World War II and those under the current 
proposals. 


TaBLe IV.—Individual income tax burdens under existing law in the United 
Kingdom, under the budgetary pronosals and under the law in effect in 1944 


A. SINGLE PERSON, NO DEPENDENTS 


| j 
Amount of tax | 
Income before exemptions ! 


(British pounds) |- 























i 19442 Existing law Proposal Amount laos 
i 
i | 
|. 2: 64 oe ee £ 24a) £ 8 4.| 
WR sie Chee hes 3 3G ee Io ck oleae laa A ola ca. ca teed Spek hamah cick a AERReE EE oid Pee 
150- -| 7 17 6 1 5 0 110 0| 16 7 6{| 91.6 
Mec ak tess ele ole coe re | 32 10 0 6 5 0 7 16 0) 2 00 76.9 
A anaes satin Rt ci 66 2 6] 2% 5 0 29 10 0| 36 12 6 55.4 
reese Cea mavngasenef 156 2 6 74650 81 10 0} 74 12 6 47.8 
BN) .. = isa cr sss be. takaoe 381 2 6 254 «5 0 271 10 0 | 109 12 6 28.8 
Se niodten case eis eke ceaec out 856 2 6 | 614 5 0 651 10 0 | 204 12 6 23.9 
Da nn 5h. Ana sais 2,837 7 6 2,476 15 0) 2,589 0 0) 248 7 6 8.8 
IR ent anced es peak | 6,862 7 6 6,401 15 0} 6,639 0 0/223 7 6 3.3 
I ies oe ie sd ee alice 11,424 17 6] 10,926 15 0] 11,289 0 Oj 135 17 6 1.2 
Wad 5s- hss ~ehstndstip eae | 16,174 17 6| 15,676 15 0} 16,164 0 0 | 10 17 6 ry | 
a i ig eee Sg | 21,049 17 6] 20,551 15 O| 21,039 0 0! 10 17 6 1 
vt ng CONE TT Te ESET | 45,424 17 6 | 44,926 15 0] 45,414 0 0| 10 17 6] @ 
RE inact eieetingae ceca | 94,174 17 6 | 93,676 15 0| 94,164 .0 0/] 10 17 6 (3) 
B. MARRIED COUPLE, NO DEPENDENTS 
| 
£ s. d £ s. 4. £ s. d £ s.d..| 
200 pS atin 581 ped Se aS ee 15 Er a fib wine odd baced 13 0 0} 100.0 
I i Rigo ah pa etl na ea 27 12 6 2 10 0} 110 0| 2&6 2 6 | 94. 6 
300 : So et ree 42 5 0} 8 15 0} 710 0| 3% 15 0} = 82.2 
Rs sihaoaigaisn nun usted Winnie ae eal 126 2 6} 48 15 0} 51 10 0} 74 12 6) 59.2 
1,000 ke ane eae 351 2 6 222 15. 0} 233 10 0/ 117 12 6 33.5 
ONO. SE Gk ssl 2 Ae 826 2 6 582 15 0| 613 10 0 | 212 12 6 25.7 
Ms eee ee ee 2,807 7 6 2,445 5 0 2,551 0 0 | 256. 7 6 9.1 
10,000 wes iad crLintaigicdsd gs odin ee ok 1. eae 6, 37 0 6.601 0 0} 21 7 6 | 3.4 
RRO ci cninca sc oiitcueek -------| 11,39 17 6/| 10,895 5 0} 11,251 0 0} 143 17 6 1.3 
20,000. _- aaa aa ~---------| 16,144 17 6} 15,645 5 0} 16.126 0 0] 18 17 6 | 0.1 
25,000... ...... pes ae .-----| 21,019 17 6| 20,520 5 0} 21,001 0 0] 18 17 6 0.1 
50,000_.-.......................-..-} 45,304 17 6| 44,895 5 0| 45,376 0 0] 18 17 6 (3) 
POR iientcliscincndasciaieae | 94,144 17 6} 93,645 5 0] 94126 0 0] 18 17 6) @ 








| 
| 


1 All earned income. 
2 Before postwar credit. 
3 Less than 0.05 percent. 


In the case of a single individual the current increase in the rates 
produces a net increase over the tax burden under existing law. 
This is also true of married couples with larger incomes. However, 
in the case of married couples with small incomes, the effects of the 
rate changes are more than offset by the increase in the marital allow- 
ances. The.Chancellor reported that under his proposals ‘‘a married 
couple without children will pay no increase until the man’s earnings 
exceed £7 2s. a week; in the case of the married couple with one child 
there is no increase until earnings exceed £11 4s. a week, and in the 
case of the married couple with two children the tax payable i is not | 
increased until earnings exceed £21 1s. a wee 

The burdens under the current proposals are less than those which 
existed in 1944. Expressed as a percentage of the 1944 tax the 
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reduction is negligible for taxpayers with incomes of £20,000 and over. 


The 


ercentage reduction increases as 


the income grows smaller, and 


is substantial for those with incomes of £2,000 or less, who are not 
subject to the surtax. The percentage reductions for married persons 


are larger than those for single individuals. 


paratively large increase in the married allowance. 
For comparative purposes table V shows the burdens under the 
individual income tax law in the United States in 1944 and at the 


present time. 


This reflects the com- 


The burdens are shown for incomes which are the 


equivalent of those in table IV using an exchange rate of $2.80 


equals £1. 


TaBLE V.—Individual income tax burdens under the law in effect in the United 
States in 1944 and under existing law 


Net income before exemptions 





Amount of tax 





SINGLE PERSON—-NO DEPENDENTS 


Decrease, existing law 














over 1944 
Equivalent ae 
British pounds ag vay | 1944 ve Amount Percent 
dollars ! | | 
I ee as na I Tika is re 8 ot ie Ets Lela 
I ass ig Ma in sh i i Ee tee Be as 
Sk 560 ee $14 | 100. 0 
Ms ey eet 840 | 78 $48 30 | 38. 5 
ee ) aed aes: 1, 400 207 160 47 | 22. 7 
SAM ee. ee 2, 800 | 535 444 91 | 17.0 
BE gic 5, 600 | 1, 279 1, 100 179 | 14.0 
§,000.....2.-......] 14,000 | 4, 450 4, 002 448 | 10. 1 
ee Ok a | 28000! 12, 495 11, 608 887 | 7.1 
15,000... .. 2 42,000 | 22,020 20, 706 1, 314 6.0 
i Foes 2 | 56,000 | 32,610 | 30,870 1, 740 | 5.3 
25,000. .____- | 70,000} 43,815 | 41, 652 2, 163 | 4.9 
ec rece 140,000 | 106,660 | 102, 386 | 4, 274 4.0 
100,000... ..-....--| 280,000 | 237,550 | 229, 074 | 8, 476 | 3.6 
MARRIED COUPLE *——-NO DEPENDENTS 
| | 
ate Bo i 560 | Gr os os $2 | 100. 0 
nc: “adnate coligaea ad 700 | RN re ie. 6 | 100. 0 
a. ck te 840 | et ae as 10 | 100. 0 
ee. eee 1, 400 | 107 $40 67 62. 6 
Ros oie at 2, 800 | 429 320 109 25. 4 
Merci ok 0 wicca 5, 600 | 1, 149 888 261 22. 7 
Ce eo RS 14, 000 | 4, 235 2, 960 1, 275 30. 1 
I ee ae aes 28,000 | 12,185 8, 004 4, 181 34.3 
eee ee 42,000 | 21, 675 14, 968 6, 707 30. 9 
WN 5 a oot 56,000 | 32, 235 23, 216 9, 019 28. 0 
EEE | 70,000 | 43, 425 32, 040 11, 385 26. 2 
a ating ttn cana | 140,000 | 106, 215 83, 304 22, 911 21. 6 
See | 280, 000 | 237,095 | 204, 772 32, 323 13. 6 
1 Assuming $2.80=£1. 
2 Income earned by 1 spouse. 


83428—51—-2 
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Comparison between tables IV and V reveals that the percentage 
reductions in tax burdens in the United Kingdom since 1944 are 
larger in the case of single individuals and married couples with 
incomes of £2,000 ($5,600) or less than the corresponding percentage 
reductions under the Federal income tax law in the United States. 
The percentage reductions under the British law are smaller for 
those with incomes in excess of £2,000 ($5,600) than the reductions 
under the Federal law in the United States. The difference is greater 
in the case of married couples than among single individuals. 

Table VI compares the income tax burdens on individuals under the 
current proposals in the United Kingdom and under the com- 
bined Federal and State income tax laws in selected States. There 
are no local income taxes in the United Kingdom. 


TaBLe VI.—IJndividual income tax burdens under the proposals in the United King- 
dom and under the combined Federal and State income tax laws in selected States 


SINGLE PERSONS, NO DEPENDENTS 


j 


Net income before exemptions! 


United 
l United | United | United b nn United 
Equiva- | United | States | States | States States | States 
lent in dom? | 8nd New| and Cal-| and unt a Vir- North | 2d Col- 
British pounds United York ifornia ‘ | Georgia ginia 5 








orado 
States Carolina 
dollars ? 
RO ge g ae WO Te ie in Be. oe ee eh [ne tes 
Ee i Aa yas 392 8 hes. Aacloc ene eg on a ee ee 
MBs 25. knee 560 Oh ok seh soe csc oe ee ee Se 
DR svc coctne ccna 630 36 $6 $6 $6 $6 $6 $6 
Osis... ..- see | 1,400 228 167 160 162 168 172 164 
a, ans, cating | 2,800 760 484 452 462 480 498 460 
2,000... ; 5, 600 1, 824 1, 230 1, 136 1, 165 1, 208 1, 270 1,151 
See | 14,000 7, 249 4, 596 4, 212 4, 292 4, 522 4, 692 4, 274 
10,000... 28,000 | 18,589} 13,084| 12,418| 12,272) 12,828| 13,278 12, 371 
 SERRDRRI SE <5 42,000 | 31,609 | 23,064) 22,356] 21,667| 22,626 | 23,356 21, 862 
BR oon anesthe eee | 56,000} 45,259 | 34,110} 33,360] 32,099] 33,4901 34,500 32, 332 
25,000... -| 70,000 | 58,909 | 45,774 | 44,982] 43,106| 44,972| 46,262 43, 372 
SRL ES: | 140,000 | 127,159 | 110,918 | 109,916 | 104,489 109,206 | 111,806 | 104,847 
See. 280,000 | 263,659 | 246,426 | 245,004 | 232,109 | 242,804} 248,384 232,600 
MARRIED COUPLE—2 DEPENDENTS * 
SO Fo ro eR ere eg hee I emits 
468 $80 $80 $380 $88 $36 $380 
1, 532 693 653 663 706 740 660 
6, 957 3, 065 2, 713 2, 860 3, 066 3,194 2, 838 
| 18,297 8, 819 7,899 8, 261 8, 638 9, 046 8, 401 
31,317 | 16,521 15,216 | 15,555 | 16,158| 16,846 15, 795 
| 44967 | 25,567 | 241074| 24:128| 25,022| 25,900| 24,426 
58,617 | 35,237 | 33,702} 33,281 | 34,510] 365,758 33, 631 
126,867 | 90,755} 89,010 | 85,711} 89,118] 91,766 86, 251 
263,367 | 220,911 | 218,746 | 208,354 | 217,454 | 222,902] 208,688 








1 Net income for both Federal and State tax purposes except for Georgia and Colorado. In these 2 Sta‘ 
the net income is that shown less the Federal income tax since the Federal tax is allowed as a deduction 
com uting the State tax due. 

ssuming $2.80= £1. 

: Assumed all earned income. 

4 Allincome is community property income. 

5 Assumes no income from interest and dividends. 

6 Assumes income earned by one spouse. 


Be 


It is obvious that the British income-tax burdens are comparativel 
heavy: This 1s particularly truem the-case of married couptes wit 
larger incomes as a result of the income-splitting provision contained 
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m the existing Federal income-tax law in the United States.‘ Under 
the British law a married couple may file joint returns or separate 
returns, but if the latter option is chosen, the incomes and allowances 
of the husband and wife are aggregated for the purpose of determining 
the amount of tax due. Hence the results approximate those under a 
system of mandatory joint returns. 


(C) THE PROFITS TAX 


The United Kingdom collects two taxes on the net income of cor- 
porations. One is the standard rate under the income tax which is 
compensated for by a tax credit of like amount to the individual 
dividend recipient. In addition there was imposed in 1947 a second 
tax, called the profits tax, for which no compensating credit is allowed 
at the individual level. The profits tax is taken by the corporation 
as a deduction before the standard rate under the income tax is 
mapoere. 

he rate applied to distributed profits under the profits tax is sub- 
stantially higher than that on undistributed profits. Under the 
original rates imposed in 1947 distributed profits were taxed at 25 
percent and undistributed profits at 10 percent. In 1949 the rate on 
distributed profits was raised to 30 percent. It is now increased to 
50 percent. The rate on undistributed profits remains at 10 percent. 

he London Economist reports that the combined profits tax and 
standard rate on undistributed earni will now total 52.75 percent, 
while the combined rates on distributed earnings will be 66.25 percent.® 

The comparatively severe rate on distributed profits is justified 
by the Chancelor as an alternative to direct statutory controls over 
dividend disbursements. The latter policy is rejected because of the 
additional administrative work involved and because “‘it is bound to 
give rise to all those difficulties associated with the fixing of a base 
period which were met with in the administration of the excess profits 
tax and would be encountered again if any of this tax had to be 
reintroduced.” It is worth noting that the United Kingdom, like the 
Dominion of Canada, has not yet seen fit to reinstitute a tax on 
excess profits. 

The increase in the rate of the profits tax is effective January 1, 
1951. 

The Chancelor announced two other major changes in the profits 
tax law. One is a withdrawal of the exemption of certain public 
utilities, mainly bus and water companies. Such companies are now 
to be taxed at the 10-percent rate. This is the same treatment 
accorded nationalized undertakings. 

The second is a liberalization of the rule governing the treatment of 
director’s remuneration in closely held companies. 

The Chancelor also announced that steps would be taken to prevent 
the avoidance of the penalty rate on distributed earnings by the 
process of issuing bonus shares (stock dividends) and then carrying 
out a capital reduction, as well as by the process of switching profits 
from one “‘associated concern’ to another. The precise rules to be 
followed in preventing such avoidance are not indicated. 


‘Income splitting was introduced in the Revenue Act of 1948. Public Law 471, 80th Cong., sec. 301 
5 Issue of April 14, 1951, p. 876. 
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The revenue estimates on the changes in the profits tax are as 
follows: 


Estimated 
revenue Estimated full 
inerease in year’s effect 
1951-52 


1. Increase in the rate on distributed profits. ...| +£5, 000,000 | +£65, 625, 000 
2. Withdrawal of exemption of certain public 

II oe a a oes tm +90, 000 +1, 050, 000 
3. Increase in amount of director’s remunera- 

tion allowable as a deduction in the case 

of director-controlled companies.__. - ~~ ~~ - — 300, 000 — 4, 050, 000 


SR MPONER, «pagans sndusequrghastan £4, 790, 000 £62, 625, 000 


The full year’s increase of £62.6 million represents about 23 percent 
of the receipts from this tax in the fiscal year 1951. 


(D) THE SUSPENSION OF THE “INITIAL ALLOWANCES” 


A system of so-called initial allowances was introduced in the 
Income Tax Act of 1945 for the purpose of expediting the postwar 
reconstruction of the plant and equipment of private industry in 
Great Britain. Under this provision 20 percent of the cost of new 
plant and machinery and 10 percent of the cost of industrial buildings, 
mines, and oil wells could be written off during the first year. In 1949 
the initial allowance on plant and machinery was increased to 40 
percent. The system of initial allowances was originally authorized 
for a 5-year period and was extended for a second 5 years in the budget 
proposals for the fiscal year 1951. 

It is now announced that the initial allowances will be suspended 
effective April 6, 1952. This will reduce the depreciation on expendi- 
tures after that date to the ordinary allowances. The current action 
is justified on the ground that the stimulus to capital expenditures 
which the initial allowances afford is inconsistent with the policy of 
curtailing private investment. 

The suspension of the initial allowances decreases the incentive 
to build and equip plant for use in the armament program, as well as 
for industry in general. However, the Chancelor stated that the 
“production departments” of the Government will take “whatever 
measures are necessary’ to insure that the removal of the initial 
allowances will not impede the armament program. 

Since the action does not take effect until April 6, 1952, it will not 
change tax collections in the fiscal year 1952. The full year’s effect is 
estimated to be an increase in revenue under the income and profits 
taxes of £170 million annually. 

The removal of the initial allowances has the same general purpose 
but is much less drastic than the change in depreciation policy recently 
announced by the Dominion Government m Canada. The latter’s 
action was effective immediately, and consisted of a 4-year postpone- 
ment of depreciation charges on all new investment except that in 
certain enumerated categories. 
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(eg) PURCHASE TAX 


The Central Government in the United Kingdom obtains about 7 
percent of its revenues from a wholesale sales tax called the purchase 
tax. The latter applies to a wide range of commodities, but exempts 
certain basic necessities like food, utility clothing, and utility furniture. 
It also exempts items like liquor and tobacco which are subject to 
heavy excise rates. The items subject to the purchase tax are classified 
into three groups which are taxed at rates of 33; percent, 66% percent, 
and 100 percert of the whelesale price, respectively. 

The current proposals exempt a large number of minor household 
articles from this tax, and also move the following items from the 
group to which a 3344 percent rate is applied to that in which the 
rate imposed is 66% percent: 

1) Domestic electric and gas appliances except clocks, sewing 
machines, hair-drying machines, light fixtures, electric blankets, 
electric warming pads, electric bed warmers, and gas pokers. 

(2) Radios, television sets, and tubes. 
(3) Passenger motorears and other motor-propelled vehicles 
adapted mainly for passenger use. 
These rate increases are designed not only to add to the revenues, but 
also to reduce the volume of civilian demand for goods which are in 
short supply or the production of which absorbs a scarce supply of 
skilled labor. 

The proposal to raise the rate on motor cars brought forward the 
suggestion in the debate following the conclusion of the Chancelor’s 
statement that the tax be extended to sales of second-hand vehicles 
the value of which would be enhanced by the additional tax on new 
cars. 

The afore-mentioned exemptions and rate increases are effective 
April 11, 1951. 

In addition, the 66% percent rate is to be applied to photographic 
portraits when made from materials which have not borne the pur- 
chase tax. This action is effective on the date the Finance Bill 
receives the Royal Assent. 

The changes in the purchase tax are estimated to increase the 
revenues by £20 million in the fiscal year 1952 and £29 million in a 
full year’s operation. The latter represents an increase of about 10 
percent in the yield of this tax. 


(F) CUSTOMS AND EXCISES 


The most important change in the customs and excise taxes is the 
inerease in the rate applied to hydrocarbon oils, including gasoline. 
In 1951 this rate was raised from 9d. to 1s. 6d. per gallon. It is now 
raised to 1s. 10%4d., effective April 10, 1951. The new rate is about 
26% cents a gallon and is expected to produce a, retail price of 3s. 6d., 
or 49 cents per imperial gallon, 

The rate currently imposed on gasoline by the Federal Govern- 
ment in the United States is 1.5 cents per United States gallon. The 
State excises on gasoline range from 2 cents to 9 cents a gallon. 

The increase in the gasoline tax rate is expected to increase collec- 
tions by £35 million in 1952 and £36 million in a full year’s operation. 
This latter represents an increase of 25 percent in the yield of the 
customs and excise duties on hydrocarbon oils in the fiscal year 1951. 
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The second major change in customs and excises is a revision of the 
rate schedule used under the excise on entertainments. The increase 
is progressive in character and applies to admissions to movies, horse 
racing, greyhound racing, and “speedways.” It does not apply to 
theaters or football or cricket matches which are taxed at a reduced 
rate under existing law. 

Under the new rate schedule a movie ticket costing 2s., or 28 cents 
before tax, will pay a tax of 89.6 percent; a ticket costing 3s. or 42 
cents will pay a tax of 93.1 percent and a ticket costing 4s. or 56 cents 
will pay a tax of 91.7 percent. The admissions duty imposed by the 
Federal Government in the United States uses a rate of 1 cent for 
each 5 cents of the admission price or each major fraction thereof. 

The revised rate schedule under the United Kingdom’s excise on 
entertainments is expected to yield about £6 million in the fiscal year 
1952, and £10 million in a full year’s operation. The latter is about 
23 percent of the yield of the tax in 1951. 

The current excise proposals also include a minor change in the base 
of the tax on mechanical lighters. The revenue effect of this action is 
expected to be negligible. 


III. Tae Revative ImportTaNnce or PartricuLar Sources OF REVENUE 


Table VII shows the percentage distribution of the major sources 
of revenue of the central government in the United Kingdom in the 
fiscal year 1950 and of the anticipated revenues under the current 
tax proposals in the fiscal year 1952. For comparative purposes 
similar data are shown for the Federal Government of the United 
States. The immediate effect of the current proposals will be to 
increase the relative importance of the income tax in the British 
system and to decrease slightly the importance of the corporation 
or profits tax. This, however, is seobalty a temporary change since 
only a small portion of the full year’s effect of the action on the 
profits tax is expected to appear in the fiscal year 1952, and be- 
cause the suspension of the ‘‘initial allowances,’’ which will effect 
primarily the incomes of corporations, will not begin to increase the 
revenues until the fiscal year 1953. 


TasLe VII.—Percentage distribution of estimated total revenues,by major sources, 
the central governments of the United Kingdom and the United States, fiscal years 
1950 and 1952 


United Kingdom United States 
1950 1952 1950 1952 2 
Individual income tax- --------- i 39. 6 41.2 
Corporation income taxes-_-- ---- 7.6 34.7 
Sales and excise taxes_-___-_-_-_- 20. 7 12. 7 
RS a oe 20. 7 1.0 
All other revenue_____.__...--- 11.4 10. 4 
Total revenue_......---.- 100. 0 100. 0 





1 After effects of tax changes. ; , 
2 As estimated by the Staff of the Joint Committee on Internal Revenue 
Taxation, 
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Table VII also indicates that the anticipated revenues from the 
individual income tax in the fiscal year 1952 will account for about 
41 percent of the total revenues of the central governments in both 
countries. The revenue which the central government in the United 
States derives from corporate income taxes is far more important 
than the corresponding revenues from the profits tax in the United 
Kingdom. Conversely, the revenues obtained by the United Kingdom 
Government from sales, excise taxes and customs account for a very 
much larger percentage of its total revenues than in the case of the 
central government of the United States. 


IV. Tue CuHances in Benerits UnperR THE NATIONAL INSURANCE 
ScHEME 


The Chancellor of the Exchequer announced certain increased bene- 
fits under the National Insurance Scheme which were explained in 
eater detail in a memorandum issued by the Ministry of National 
nsurance.© The proposed changes include an increase in retirement 
pensions for men of 70 and over and women of 65 and over. This 
will raise the standard rate of pension for such persons by 4s. per 
week or to 30s. ($4.20) in the case of a single person and 42s. ($5.88) 
in the case of a married couple. The change is clearly motivated by 
a desire to relieve this group somewhat from the pressure of the rising 
cost of living. 

Two other changes are made which are intended to draw an increas- 
ay beoage sped of elderly persons into the labor force. The increment 
in benefit which an individual can earn by defining retirement beyond 
the minimum pension age of 65 for men and 60 for women is increased 
from 1s. to 1s. 6d. per week for every 25 contributions paid. In addi- 
tion, the amount which a retired person is permitted to earn without 
affecting the size of his pension is increased from 20s. to 40s., or 
from $2.80 to $5.60 per week. This is the equivalent of a relaxation 
of the so-called work clause used to restrict the payment of benefits 
— the old age and survivor’s insurance system in the United 

tates. 

Similar changes are made in the benefits payable to widowed 
mothers. 

Finally, additional benefits are introduced for dependent children. 
The previous legislation granted an increased benefit of 7s. 6d. per 
week for the first dependent child but made no adjustment for addi- 
tional dependent children. The new law will provide an additional 
benefit of 2s. 6d. for each additional child. 

These changes are expected to go into effect October 1, 1951. 

The full year’s cost is estimated to be £39 million. Since these are 
expenditures of the national insurance fund and not of the Exchequer 
itself, the increase is not shown in the regular budgetary accounts. 
However, the Chancelor of the Exchequer included an estimated 
additional outlay for these benefits of £20 million in the fiscal year 
1952 in his computation of the amount of additional tax revenue 
required in that fiscal year. 


® Proposed Changes in the National Insurance Scheme, London, H. M. Stationery Office, April 1951, Cmd. 
8208. 
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V. HisrortcaL Recorp or Recerprs, ExpenpirurgEs, AND Dest 


Table VIII shows the total budgetary receipts and expenditures of 
the central government in the United Kingdom for the fiscal years 
1945 through 1952. 


TasLe VIII.—Receipts, expenditures, and the surplus or deficit of the central 
government of the United Kingdom, fiscal years 1945-62 


[In millions of pounds] 

















Fiscal year ending Mar. 31— Receipts oe ami) 
inch chs ok sieinaea ict =sphcboe dais ak Seaieinecietieiiel 3, 238 6, 037 —2, 799 
nek ha ane ae ees een ba ca slate : 3, 285 5, 649 —2, 364 
WO aes chk cae ae Soke 3, 341 3, 836 | —495 
1948______ 32. Price ae 3, 845 | 3, 210 | +635 
Iii aise stew nnidigumncwiweaieen 4, 007 3, 176 +831 
Ic Soc ee ee Ce 3, 924 3, 375 +549 
Da don waa cod ie» ake cats eae 3, 978 3, 257 | +721 
Feoe (entiminted) *is0 3 Se 4, 236 4, 197 +39 





1 Including effects of proposed tax changes. 


The table reveals a substantial decline in expenditures and an 
increase in receipts between 1945 and 1949. These changes converted 
a large deficit into a sizable surplus. In 1949 budgetary expenditures 
were at the lowest point in the postwar period and were only about 53 
percent of the 1945 level, which represents the World War IT peak. 
However, the 1949 receipts were about 20 percent larger than the 
receipts in 1945. 

Expenditures rose in 1950, declined somewhat in 1951 for the 
reasons discussed above, and are expected to increase sharply in 1952. 
The anticipated total expenditures in 1952 are about 30 percent higher 
than those for 1949, and about 70 percent of those for 1945. 

Receipts declined somewhat between 1949 and 1950, rose in 1951, 
and are expected to increase substantially in 1952. The total 
budgetary receipts for 1952 are expected to be about 30 percent larger 
than those for 1945. 

Table IX shows the receipts of the central government of the 
United Kingdom from major sources of revenue in the fiscal years 
1945 to 1952, inclusive. 
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TaBLeE I1X.—Receipts from major sources, central government of the United 
Kingdom, for fiscal years 1945-52 


Un millions of pounds] 





| 1945 | 1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 19521 
| et 
| 




















| 
Income taxes.-.._..............----- | 1,300| 1,430| 1,232] 1,281 | 1,465/ 1,553| 1,525 | 1,756 
Profits taxes____...___- | 510 | 466 | 357 289 279 297 | 268 310 
Death duties. __._._._- 4 -| Ill | 120 | 148 172 177 | 190 185 180 
Customs. - _ Jos Saal 579 570 | 621 791 823 813 905 931 

Excise and sales taxes: | | 
Stamp taxes_____- piace 17 | 25 | 38 | 56 56 51 4 55 
Motor-vehicle duties _-______._..| 30 | 43 | 49 49 53 56 | 61 62 
Excises............ js ideas 497 | 541 | 564 | 630 734 706 | 725 721 
Total excise and sales taxes__._| 544 | 609 | 651 | 735 843 813 841 838 
Special contribution ____- eee Ba name OSS SE 80 20 | 5 2 
Miscellaneous inland revenue duties | 1 | 1 ob 1 1 | 1 1 1 | 1 
Total tax receipts sp sudny ae 135 | | 3, 197 | "3, 010 3, 269 3, 668 3, 687 3, 730 4,015 
Miscellaneous receipts.___._......__- 103 | 87 | 331 | 576 339 237 | 248 221 
Total receipts. __ Scmkanseeans eRe 3, 284 3, 341 3, 845 4,007 | 3, 924 3, 978 4, 236 


| 
‘ | 


| Estimated, seclisittee effects of tax fakes 


Nore.—Figures are rounded and may not necessarily add to totals. 


The individual income tax receipts decline between 1945 and 1947 
as a result of concessions made in the budget of October 1945 when the 
standard rate was reduced from 50 to 45 percent. The increased 
receipts from this tax between 1947 and 1951 reflect rising levels of 
national income. The additional increase in 1952 reflects also the 
current increase in the standard rate to 47% percent. 

The decline in the yield of the profits tax between 1945 and 1949 
reflects the repeal of the wartime tax on excess profits. The increase 
in the yield of this tax in subsequent years reflects changes in profit 
levels and in the rate of tax on distributed profits. 

Total excise and sales tax receipts rise to a peak in 1949, decline 
somewhat in 1950, and rise sharply in 1951 due in considerable part 
to advance buying in anticipation of tax rate increases. The receipts 
from these taxes in 1952 are expected to be somewhat lower than in 
1951 in spite of the rate increases described above. 

The “special contribution” referred to in the table is the so-called 
capital levy on the larger investment incomes which was imposed in 
1948. 

Table X shows the changes in the debt of the central government of 
the United Kingdom between 1945 and 1951. The decline in the 
internal debt from its peak in 1947 reflects the series of budgetary 
surpluses achieved in the following years. The increase in the total 
debt in 1950 was due to the receipt of loans from the United States 
and Canada. The total debt at the close of the fiscal year 1951 was 
about 15 percent larger than at the end of the fiscal year 1945. 


TaBLeE X.—Debt of the central government in the United Kingdom on Mar. 31 


{In millions of pounds] 


1945 | 1946 | 1947 1948 199 6| ©1950 1951 
el ie se Me i’ ee ar ved 
Net internal debt... ___. | 21,237 | 23,373; 24,967/ 24,168/ 23,672| 23,612 23, 737 
External debt... 1, 269 | 369 | 767 | 1, 555 | 1, 595 | 2, 190 | 2. 194 

Total net debt | 22,506 | 23,742) 25,734 | 25,723 | 25,267 | 25,802 25, 922 


' | ! ! | { 


O 





